PROSPECTIVE FINANCIAL INFORMATION
RELATING TO AN OFFER OF UNITS IN PMG GENERATION FUND

Issuer: PMG Property Funds Management Limited
Scheme: SCH12827
Related to Offer: OFR13276

Basis of preparation

The prospective financial information included below is for the reporting entity PMG Property Funds
Management Limited (the Manager) in respect of the PMG Generation Fund (the Fund). The Fund is
established under the Financial Markets Conduct Act 2013 (FMCA) and registered and domiciled in
New Zealand. The Fund is a Managed Investment Scheme and is principally involved in the ownership
and management of investment property in New Zealand. The Fund was established on 20 February
2020 and commenced trading on 31 March 2020 as a Retail Managed Investment Scheme.

The Fund was established to grow a diversified commercial property investment portfolio in major
metropolitan and regional centres of New Zealand. The Fund currently holds four industrial properties
and one large format retail property (the Existing Properties) and intends to purchase an additional
large format retail property on 31 March 2022. Further information about the Manager's investment
strategy is set out in the Statement of Investment Policies and Objectives for the Fund. The supervisor
of the Fund is Covenant Trustee Services Limited (the Supervisor).

The Manager is offering investors between 26,500,000 units (the Minimum Equity Raise) and
43,900,000 units (the Maximum Equity Raise) in the Fund at $1.14 each (the Offer) and will not accept
over subscriptions above the Maximum Equity Raise. The Manager is making the Offer primarily to
raise capital to provide funding for the Fund to acquire a property (the Acquisition Property). Any
additional funding raised may be invested in other property investments in the future. The Product
Disclosure Statement (PDS) for the Offer dated on or around 22 February 2022 can be found at
http://www.business.govt.nz/disclose by clicking “search for an offer” and searching for “PMG
Generation Fund”.

The Prospective Financial Statements have been prepared for the purpose of the Offer as required
by the Financial Markets Conduct Regulations 2014 (Regulations) and may not be suitable for any
other purpose.

The Prospective Financial Statements for the Fund were prepared and authorised by the Directors of
the Manager on 22 February 2022 for use in the PDS and not for any other purpose. The Manager is
responsible for the Prospective Financial Statements including the assumptions underlying the
Prospective Financial Statements and all other required disclosures.

The Prospective Financial Statements, which include a Prospective Statement of Comprehensive
Income, Prospective Statement of Changes in Equity, Prospective Statement of Financial Position and
Prospective Statement of Cash Flows, are prepared in accordance with Financial Reporting Standard
42: Prospective Financial Statements (FRS 42). Also included in the prospective information are the
statement of accounting policies, key assumptions on which the Prospective Financial Statements are
based, and a sensitivity analysis regarding those key assumptions.

The Prospective Financial Statements, including the assumptions on which they are based, are the
responsibility of, and have been prepared by, the Directors of the Manager and are based on events
and conditions existing as at the date of the PDS. The Directors of the Manager have given due care
and attention to the preparation of the Prospective Financial Statements, including the underlying
assumptions. These assumptions should be read in conjunction with the sensitivity analysis on page
22-24 of the Prospective Financial Statements, the risks set out in the PDS at Section 7 Risks to
Returns from PMG Generation Fund, and the Fund’s accounting policies, which can be found in the
section entitled Statement of Accounting Policies below.
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Basis of preparation (continued)

Prospective Financial Statements, by their nature, are inherently uncertain. The Prospective Financial
Statements are a prediction of future events that cannot be assured. They involve risks and
uncertainties, many of which are beyond the control of the Fund and the Manager. These risks and
uncertainties include, but are not limited to, the non-occurrence of anticipated events or alternatively
events occurring that were not anticipated. Further risks are set out in the PDS at Section 7 Risks to
Returns from PMG Generation Fund. Various risk factors and the management of those risk factors
may influence the success of the Fund’s business. Accordingly, actual results are likely to vary from
the Prospective Financial Statements, and these variations may be significantly more or less
favourable to the Fund. Therefore, the Directors of the Manager cannot and do not guarantee the
achievement of the prospective financial information included within the Prospective Financial
Statements.

The Prospective Financial Statements are based on one or more hypothetical but realistic
assumptions. The actual results may differ from the Prospective Financial Statements if there are
fluctuations in the various factors contributing to the Fund’s performance, position, and cash flows.
The resulting variance may be material. Neither the Fund, the Directors of the Manager, nor any other
person give a guarantee or assurance that the Prospective Financial Statements presented will be
achieved.

There is no present intention to update the Prospective Financial Statements or to publish Prospective
Financial Statements in the future for the Fund, other than as required by the Financial Reporting Act
2013, the Regulations or New Zealand Equivalents to International Financial Reporting Standards (NZ
IFRS). The Manager will present a comparison of the Prospective Financial Statements with actual
financial results when reported in accordance with New Zealand Generally Accepted Accounting
Practice (NZ GAAP) and Regulation 64 of the FMC Regulations.

It is presumed that 35,200,000 units at $1.14 per unit are issued from the Offer. The projected returns
shown below are based on holding one or more parcels of 34,000,000 units from 1 April 2021 to 30
July 2021, 100,000,000 units from 31 July 2021 to 30 March 2022, and one or more parcels of
135,200,000 units from 31 March 2022 onwards, and are calculated based on distributions planned.
Such distributions may be above or below the amounts forecast, and above or below the adjusted
funds from operations (AFFO) as disclosed further in the PDS.

The accounting policies assumed in the Prospective Financial Statements reflect the policies currently
adopted by the Manager in the annual financial statements of the Fund for the year to 31 March 2021
and the half year to 30 September 2021, which are also expected to be adopted by the Manager in
future reporting periods.

The Fund has already entered the PIE regime and is not liable for income tax.
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SCH12827 OFR13276

PROSPECTIVE STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEARS ENDING 31 MARCH

Revenue

Rental income from investment properties
Property operating expenses recovered
Total revenue

Less expenses

Property operating expenses
Property & Fund management fees
Audit fees

Supervisor fees

Performance fees

Other overhead expenses

Total expenses

Operating Profit

Finance costs

Interest income

Line fees

Interest expense

Net change in fair value of derivatives
Net financing costs

Unrealised gain on value of investment property
Profit before income tax

Income tax expense

Net profit for the year

Other comprehensive income net of tax

Total comprehensive income for the year

2022 2023
$ $
8,058,000 12,657,000
1,398,000 1,697,000
9,456,000 14,354,000
(1,797,000) (2,578,000)
(763,000) (1,210,000)
(35,000) (35,000)
(40,000) (74,000)
(612,000) -
(341,000) (315,000)
(3,588,000) (4,212,000)
5,868,000 10,142,000
- 26,000

(54,000) (72,000)
(1,832,000) (2,638,000)
1,110,000 -
(776,000)  (2,684,000)
5,405,000 -
10,497,000 7,458,000
10,497,000 7,458,000
10,497,000 7,458,000
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Supplementary Information for PDS dated on or around 22 February 2022

Prospective Financial Information
SCH12827 OFR13276

PROSPECTIVE STATEMENT OF CHANGES IN EQUITY
FOR THE YEARS ENDING 31 MARCH

Balance as at 1 April 2021

Net profit for the year and total comprehensive income

Transactions with investors in their capacity as investors:

Issuance of units
Unit issue transaction costs
Distributions to investors

Balance at 31 March 2022

Balance as at 1 April 2022

Net profit for the year and total comprehensive income

Transactions with investors in their capacity as investors:

Distributions to investors

Balance at 31 March 2023

Issued Retained Total
Units Earnings Equity

$ $ $
32,516,000 3,373,000 35,889,000
- 10,497,000 10,497,000
112,068,000 - 112,068,000
(5,377,000) - (5,377,000)
- (4,657,000) (4,657,000)
139,207,000 2,213,000 148,420,000
139,207,000 2,213,000 148,420,000
- 7,458,000 7,458,000

- (8,112,000) (8,112,000)
139,207,000 8,659,000 147,766,000
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SCH12827 OFR13276

PROSPECTIVE STATEMENT OF FINANCIAL POSITION

AS AT 31 MARCH

ASSETS

Current assets
Cash and cash equivalents

Trade and other receivables

Derivative financial asset
Other current assets

Non-current assets
Investment property
Total Assets
LIABILITIES

Current liabilities

Trade and other payables
Distribution payable

Non-current liabilities
Secured bank borrowings

Total Liabilities

Total Equity

2022 2023
$ $

13,602,000 8,321,000
560,000 269,000
844,000 844,000
340,000 481,000
15,346,000 9,915,000
203,210,000 204,753,000
203,210,000 204,753,000
218,556,000 214,668,000
4,170,000 712,000
500,000 676,000
4,670,000 1,388,000
65,466,000 65,514,000
65,466,000 65,514,000
70,136,000 66,902,000
148,420,000 147,766,000
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Prospective Financial Information
SCH12827 OFR13276

PROSPECTIVE STATEMENT OF CASH FLOWS
FOR THE YEARS ENDING 31 MARCH

Cash Flows from operating activities
Cash was provided from:

Receipts from tenants

Interest received

Net GST recovered

Cash was applied to:
Payments to suppliers
Net GST paid

Interest paid

Net cash inflow from operating activities

Cash Flows from investing activities
Cash was applied to:
Purchase of investment property and capital expenditure

Net cash inflow/(outflow)from investing activities

Cash Flows from financing activities
Cash was provided from:

Proceeds from issue of units
Proceeds from borrowing

Cash was applied to:
Unit issue transaction costs
Distributions to investors

Net cash inflow/(outflow) from financing activities
Net increase/(decrease) in cash and cash equivalents

Cash and cash equivalents at the start of the financial year
Cash and cash equivalents at the end of the financial year

2022 2023
$ $

8,820,000 14,063,000

- 26,000

- 372,000

(2,867,000) (4,898,000)
(319,000) -
(1,886,000) (2,710,000)
3,748,000 6,853,000
(138,998,000) (2,175,000)
(138,998,000) (2,175,000)
112,068,000 -
44,000,000 -
(3,353,000) (2,024,000)
(4,322,000) (7,936,000)
148,393,000 (9,960,000)
13,143,000 (5,282,000)
459,000 13,603,000
13,602,000 8,321,000
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NOTES TO THE PROSPECTIVE FINANCIAL STATEMENTS

Statement of accounting policies

(a)

(b)

(c)

(d)

Functional and presentation currency: The Prospective Financial Statements are presented
in New Zealand dollars ($), which is the Fund's functional currency, and are rounded to the
nearest thousand dollars.

Relevant preparation periods: The Prospective Financial Statements of the Fund have been
prepared for the years ending 31 March 2022 and 31 March 2023. For the year ending 31 March
2022, the prospective information includes actual interim results for the period 1 April 2021 to
30 September 2021, actual management reporting results for the period 1 October 2021 to 31
December 2021, and prospective information for the period 1 January 2022 to 31 March 2022.

Financial instruments:
Held at amortised cost

- Cash and Cash Equivalents: Cash and cash equivalents include cash on hand, deposits
held on call with banks, other short term highly liquid investments with original maturities
of three months or less that are readily convertible to known amounts of cash and which
are subject to an insignificant risk of change in value, and bank overdrafts.

- Trade and Other Receivables: Trade Receivables, which include lease receivables, are
initially recognised at fair value, and subsequently measured at amortised cost using the
effective interest method, less any loss allowance. They are classified as loans and
receivables. Trade Receivables are generally due for settlement within 30 days. The Fund
applies the simplified approach thereby recognising lifetime expected credit losses on
trade and lease receivables. A provision matrix is used to determine the lifetime expected
credit loss. The default rate is based upon historical observed default rates over the
expected life and is adjusted for forward looking estimates. The default rate is reviewed
annually.

- Borrowings: Borrowings are recognised initially at fair value, net of transaction costs
incurred. Borrowings are subsequently stated at amortised cost. Any difference between
the proceeds (net of transaction costs) and the redemption value is recognised in the
profit or loss over the period of the borrowings using the effective interest method.
Borrowings are classified as current liabilities unless the Fund has an unconditional right to
defer settlement of the liability for at least 12 months after balance date.

Held at fair value through profit or loss

- Trade and Other Payables: These amounts are held at fair value and represent unsecured
liabilities for goods and services provided to the Fund prior to the end of the financial
period, which are usually paid within 30 days of recognition. The carrying amounts of Trade
and Other Payables are invoiced amounts or amounts expected to be invoiced, assumed
to be the same as their fair values due to their short-term nature.

- Derivatives: Derivatives consist of interest rate swaps that are only used for economic
hedging purposes and not as speculative investments. The Fund has elected not to apply
hedge accounting criteria to these instruments. As such, the interest rate swaps are
classified as ‘held for trading’ for accounting purposes and are accounted for at fair value
through profit or loss. They are presented as current assets or liabilities to the extent they
are expected to be settled within 12 months after the end of the reporting period.

Investment property: Principally comprises freehold land and buildings held for long-term
rental and capital appreciation that are not occupied by the Fund. Investment properties are
initially recognised at cost, including transaction costs and ongoing capital expenditure, and
subsequently remeasured annually at fair value based on the latest valuation undertaken in
compliance with NZ IFRS 13 — Fair Value Measurement. Any gain or loss determined by these
revaluations is included within the Statement of Comprehensive Income.
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NOTES TO THE PROSPECTIVE FINANCIAL STATEMENTS
Statement of accounting policies (continued)

(d)

(e)

Investment property (continued):

When an item of investment property is disposed of, any gain or loss is recognised in the
Statement of Comprehensive Income and is calculated as the difference between the sale
price and the carrying value of the property. Depreciation is not charged on investment
properties for accounting purposes.

Given the inherent uncertainty of revaluation movements beyond those valuations held as at
the date of this Prospective Financial Information, revaluations are only recorded up to the
date of the latest valuations (or, for the Acquisition Property, the date the property is forecast
to be acquired), based on valuations held as at the date of this PDS. See assumptions,
paragraph (k) for further details.

Expenditure:
i) Manager’s fees: The Manager charges the Fund for several types of fees:

Property and Fund Management Fees: The Manager is entitled to a management fee equal
to 0.50% of the Fund’s Gross Asset Value (as defined in the PDS). The Manager is also entitled
to a property management fee of 1.50% of the gross annual rental of the investment property
assets in the Fund (only payable to the extent management fees are recoverable from tenants
by the Fund). The management fees are paid to the Manager monthly in respect of the property
and funds management services provided by the Manager during the prior month and included
within the Statement of Comprehensive Income when incurred by the Fund.

Fund Administration Fee: The Manager is entitled to charge the Fund an annual fee equivalent
to 0.15% annually of the Fund’s Net Asset Value (NAV, as defined in the PDS) to compensate
the Manager for day-to-day administrative costs that are incurred by the Manager in the
management of the Fund. This fee covers the Fund’s administration expenses including
accounting fees, AGM expenses, marketing fees, postage fees, bank fees, registry provider
fees, consultant and legal fees not associated with property transactions, printing and
stationery costs and routine valuation fees. Costs directly associated with an offer, or a
property transaction, are not included in this fee. The Fund Administration Fee is included
within other overhead expenditure in the Statement of Comprehensive Income when incurred
by the Fund.

Performance Fee: The Manager is entitled to a performance fee equivalent to 15% of the
excess performance above the Fund’s performance benchmark. The current performance
benchmark is the average 10-year government bond yield for the relevant performance period,
plus 6%. Performance is measured by the annual capital and income returns to unitholders at
the end of each financial year against the performance benchmark. If this performance
measurement is a negative return, no performance fee is payable in respect of that year. The
Fund applies a “high water mark” to the Performance Fee. The fee is included within the
Statement of Comprehensive Income in March of each financial year, when incurred by the
Fund. The excess performance chargeable to the performance fee each year is capped at 5%.
Any excess performance above this cap is carried forward and applied to the next calculation
of performance fees (and may be carried forwards for up to two years). Any deficit
performance (performance below the benchmark) is to be carried forwards in a similar manner.

Property transaction fees: The Manager is entitled to several property transaction fees:

a) On purchasing a property, an acquisition fee of 1.75% of the acquisition price of any
investment (Acquisition Fee).

b) On disposal of a property held by the Fund, a fee equal to 1.00% of the sales price for
the investment is also payable to the Manager (Disposal Fee).
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NOTES TO THE PROSPECTIVE FINANCIAL STATEMENTS
Statement of accounting policies (continued)

(e)

Expenditure (continued):
(i) Manager’s fees (continued)
Property transaction fees (continued):

c) Inrelation to construction or refurbishment related to property owned by the Fund, a
fee equal to 4.00% of the costs (excluding GST) may be charged per project, provided
the project costs exceed $50,000 (excluding GST) (Project Fee).

d) If the Fund undertakes an investigation into the acquisition of a new property or
disposal of an existing property from the Fund, a fee (Investigation Fee), on a time and
attendance basis, as agreed between the Manager and Supervisor, is payable. If the
Manager is paid an Investigation Fee and the relevant transaction subsequently
proceeds, an amount equal to the Investigation Fee will be deducted from the
Acquisition Fee or Disposal Fee. The Investigation Fee is capped at $100,000 unless
otherwise approved by unitholders.

e) The Manager is entitled to recover any costs incurred by the Manager from any
consultants or advisers engaged in relation to property acquisition, disposal,
investigation, construction, or refurbishment subject to those costs being approved by
the Supervisor.

The Acquisition Fee and Project Fee are included within the carrying value of investment
property in the statement of financial position. The Disposal Fee and Investigation Fee are
included within the Statement of Comprehensive Income when incurred by the Fund.

Leasing fees: The Manager is entitled to charge a leasing fee for new lease arrangements
entered related to property directly held by the Fund. The fee will be based on the gross annual
rental for the first year of the relevant lease agreement (disregarding any lease incentives)
calculated as:

a) 6% of the gross annual rental for a lease; plus

b) where a lease term exceeds three years, an additional 1% of the gross annual rent for
a lease for each subsequent 12 months contracted (or part thereof).

Leasing fees are included within property operating expenditure in the Statement of
Comprehensive Income when incurred by the Fund and amortised over the length of the lease.

Other Property-related Fees: If the Manager, with the approval of the Supervisor, undertakes
any works related to any of the properties in the Fund that do not fit within any of the
obligations contemplated under schedule of the Establishment Deed related to fees, the
Manager is entitled to be paid out of the Fund such fees for those works calculated on a “time
in attendance” market rate, as agreed between the Manager and Supervisor.

Termination fee: If the Manager is removed as Manager of the Fund, the Manager is entitled
1o 1.75% of the Gross Asset Value of the Fund on termination.

ii) Supervisor’s fees — The Supervisor is entitled to:

a) a fee for each additional real estate asset acquired by the Fund (calculated on a time
and attendance basis);

b) an annual base fee, as agreed between the Manager and the Supervisor, based on the
NAV of the Fund. The fee is subject to a minimum annual fee of $20,000 and a maximum
annual fee of 0.05% of the Net Tangible Assets of the Fund; and

c) Special fees, in amounts agreed with the Manager, for any services provided by the
Supervisor of an unusual or onerous nature outside of the Supervisor’s regular
services.
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NOTES TO THE PROSPECTIVE FINANCIAL STATEMENTS
Statement of accounting policies (continued)

(e)

(f)

Expenditure (continued):

iii) Recovery of other expenses - The Manager and Supervisor are entitled to be reimbursed
from the Fund for certain fees and expenses. These include:

a) costs incurred in connection with the offer of units, the acquisition of properties, the
acquisition of the Acquisition Property and investigation and negotiation of additional
properties for the Fund

b) the fees and expenses of the Fund's auditor

c) any fees or expenses incurred for any engagement by the Supervisor or as required by
law, and any taxes, duties, imposts or levies charged to the Manager or Supervisor in
connection with the Fund; and

d) any other expenses properly and reasonably incurred by the Manager or the Supervisor
in connection with carrying out their duties under the Master Trust Deed, not
specifically covered by the Fund Administration Fee or elsewhere.

Leases: At inception of a contract, the Fund assesses whether a contract is, or contains, a
lease. A contract is, or contains, a lease if the contract conveys the right to control the use of
an identified asset for a period in exchange for consideration. To assess whether a contract
conveys the right to control the use of an identified asset, the Fund assesses whether:

a) the contract involves the use of an identified asset

b) the Fund has the right to obtain substantially all the economic benefits from use of the
asset throughout the period of use; and

c) the Fund has the right to direct the use of the asset.

The Fund is not a lessee. As lessor, the Fund is exposed to Operating Leases. The Fund is a
lessor in lease contracts in which it retains substantially all risks and ownership of the leased
asset. Such leases are classified as operating leases. Assets leased to third parties under
operating leases are included in investment property in the statement of financial position.
Rental income (net of any incentives given to lessees) is recognised on a straight-line basis
over the lease term.

Revenue recognition: The Fund receives income from tenants under commercial leases that
set out the terms that the tenant must meet so they are not in default of their lease. The leases
state the term of the lease, any renewals of the lease and the rent and operating expenses that
must be paid and any review of the rental amount.

Revenue is recognised when a performance obligation is satisfied. Revenue is measured at the
fair value of the consideration received or receivable.

Rent - Rent revenue from investment properties is recognised on a straight-line basis over the
lease term, including contractually agreed fixed term rental growth and lease incentives. Fixed
rental increases are recognised as assets and adjusted over time to allocate rent revenue on
a straight-line basis over the lease term. Such assets are recognised within other current assets
in the statement of financial position. Lease incentives granted are recognised as assets and
amortised as a reduction in rental revenue over the remaining lease term. Such assets are
included within other current assets in the statement of financial position. Contingent rentals
are recognised as income in the period when earned.

Operating expense recoveries - Tenants pay the Fund for operating expenses. These are
recoveries of expenses incurred by the Fund in relation to investment properties. The tenants
are charged a monthly amount towards these operating costs based on an annual budget for
each property and have annual wash-up reconciliations provided by the Fund to settle any
under or overcharges of actual costs incurred versus costs recharged.
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NOTES TO THE PROSPECTIVE FINANCIAL STATEMENTS
Statement of accounting policies (continued)

(g)

(h)
(i)

(k)

Revenue Recognition (continued):
Operating expense recoveries (continued):

Operating expense recoveries are recognised when invoiced monthly, which is in line with
when the Fund meets their performance obligations for the services provided. The outgoings
recovered are based on the terms of the tenant’s leases and the costs of the outgoings. There
are no discounts provided or finance components applicable to such costs, so the transaction
price is allocated on a straight-line basis.

Rent revenue and some outgoings recovered from the tenants are considered part of a lease
and are dealt with under the scope of NZ IFRS 16 — Leases, and so are outside the scope of
NZ IFRS 15 — Revenue from Contracts with Customers. The outgoings recovered that are dealt
with under the scope of NZ IFRS 16 - Leases are closely related to the lease of the building
and the tenant does not receive an additional separate service to the space when it reimburses
those items to the Fund. These are expenses such as rates, insurance, lift expenses, valuations,
fire expenses, plumbing and electricity maintenance and air conditioning services.

The outgoings recovered that the Fund has identified as being under the scope of NZ IFRS 15
are electricity, rubbish collection, cleaning, gardening services, management expenses, and
security expenses. They are an additional service over and above the lease of rental space.

Other types of operating expenditure from time to time may be incurred and included as
required in one of the above two categories of expense.

Interest - Interest income is recognised as interest accrues using the effective interest
method. This is a method of calculating the amortised cost of a financial asset and allocating
the interest income over the relevant period using the effective interest rate, which is the rate
that exactly discounts estimated future cash receipts through the expected life of the financial
asset to the net carrying amount of the financial asset.

Finance costs: All finance costs are expensed in the period in which they are incurred.

Issued units: Units issued are classified as equity. Incremental costs directly attributable to
the issue of new units are shown in equity as a deduction, net of tax, from the proceeds from
issue of those units.

Distributions: Distributions are recognised when declared during the financial year and no
longer at the discretion of the Fund.

Goods and Services Tax (GST): Revenues, expenses and assets are recognised net of the
amount of associated GST, unless the GST incurred is not recoverable from the Inland
Revenue Department. In this case, it is recognised as part of the cost of the acquisition of the
asset or as part of the expense. Receivables and payables are stated inclusive of the amount
of GST receivable or payable. The net amount of GST recoverable from, or payable to, the tax
authority is included in other receivables or other payables in the statement of financial
position. Cash flows are presented on a net basis. The GST components of cash flows arising
from investing or financing activities which are recoverable from, or payable to the tax
authority, are presented as operating cash flows. Commitments and contingencies are
disclosed net of the amount of GST recoverable from, or payable to, the tax authority.

Income Tax: From commencement the Fund elected to be a multi-rate Portfolio Investment
Entity (“PIE”) for income tax purposes under the Income Tax Act 2007. As a result, the Fund
itself is not liable for income tax.

The Fund’s taxable income is instead apportioned amongst its unitholders based on the
number of units they hold and their notified Prescribed Investor Rates (PIR).
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NOTES TO THE PROSPECTIVE FINANCIAL STATEMENTS
Statement of accounting policies (continued)

(0

(m)

(o)

(p)

Income Tax (continued)

The Fund calculates and deducts tax based on each investor’s notified PIR and pays the tax
to the taxation authorities on behalf of the investor. Any PIE tax liabilities at the end of each
year are including within distributions payable in the Statement of Financial Position, measured
at the amount expected to be paid to the taxation authorities on behalf of the investors based
on the investors’ taxable income and their notified PIR.

Impairment of non-financial assets: Non-financial assets are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount may not be
recoverable. An impairment loss is recognised for the amount by which the asset's carrying
amount exceeds its recoverable amount.

Recoverable amount is the higher of an asset's fair value less costs of disposal and value-in-
use. The value-in-use is the present value of the estimated future cash flows relating to the
asset using a pre-tax discount rate specific to the asset or cash-generating unit to which the
asset belongs. Assets that do not have independent cash flows are grouped together to form
a cash-generating unit.

Provisions: Provisions are recognised when the Fund has a present (legal or constructive)
obligation because of a past event, it is probable the Fund will be required to settle the
obligation, and a reliable estimate of the obligation can be made. The amount recognised as a
provision is the best estimate of the consideration required to settle the present obligation at
the reporting date, considering the risks and uncertainties surrounding the obligation. If the
time value of money is material, provisions are discounted using a current pre-tax rate specific
to the liability. The increase in the provision resulting from the passage of time is recognised
as a finance cost.

Fair value measurement: When an asset or liability, financial or non-financial, is measured at
fair value for recognition or disclosure purposes, the fair value is based on the price that would
be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date; and assumes that the transaction will take place
either: in the principal market; or in the absence of a principal market, in the most
advantageous market.

Fair value is measured using the assumptions that market participants would use when pricing
the asset or liability, assuming they act in their economic best interests. For non-financial
assets, the fair value measurement is based on its highest and best use. Valuation techniques
that are appropriate in the circumstances and for which sufficient data are available to
measure fair value, are used, maximising the use of relevant observable inputs, and minimising
the use of unobservable inputs.

Assets and liabilities measured at fair value are classified, into three levels, using a fair value
hierarchy that reflects the significance of the inputs used in making the measurements.
Classifications are reviewed at each reporting date and transfers between levels are
determined based on a reassessment of the lowest level of input that is significant to the fair
value measurement. For recurring and non-recurring fair value measurements, external valuers
may be used when internal expertise is either not available or when the valuation is deemed to
be significant. External valuers are selected based on market knowledge and reputation. Where
there is a significant change in the fair value of an asset or liability from one period to another,
an analysis is undertaken, which includes a verification of the major inputs applied in the latest
valuation and a comparison, where applicable, with external sources of data.

Changes in accounting policies: No material changes in accounting policies are included in
these prospective financial statements, nor are anticipated in prospective reporting periods,
compared to those included in the most recent financial statements prepared for the Fund.
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NOTES TO THE PROSPECTIVE FINANCIAL STATEMENTS

Assumptions

The principal assumptions on which the Prospective Financial Statements have been prepared are set
out below. These assumptions should be read in conjunction with the risks set out in the PDS at
Section 7 Risks to Returns from PMG Generation Fund and the sensitivity analysis shown further below
in this section.

(a)

(b)

(c)

Offer settlement and Acquisition Property: The Offer is expected to settle on 31 March 2022.
On the same day, the Fund intends to settle the acquisition of the Acquisition Property. The
Prospective Financial Statements only include information related to the Acquisition Property
from the estimated acquisition date. The acquisition date and purchase price for the
Acquisition Property are derived from the sale and purchase agreement for the Acquisition
Property.

Offer costs (including property acquisition costs): It is assumed that 35,200,000 units at $1.14
each will be issued on 31 March 2022. In this case, for the Offer, the Fund has estimated
approximately $2,606,000 of costs associated with the Offer. This includes $2,024,000 of
issue costs to be accounted for within equity, the remainder of acquisition costs accounted
for within Investment Property. Issue and property acquisition costs include a property
acquisition fee, underwriting commitment fee, contribution fee, deposit fee, legal and other
due diligence fees, accounting fees, marketing costs and compliance costs — amongst other
expenses.

Previous offer — a previous offer settled during the prospective period to 31 March 2022. The
offer successfully raised $71,940,000 from the issue of 66,000,000 units at $1.09 per unit,
settling 30 July 2021. Offer costs of approximately $6,980,000 have been recorded in relation
to that previous offer, $3,353,000 accounted for within equity, and the remainder being
accounted for within Investment Property. On the same date, the Fund purchased two
properties, the Bethlehem Town Centre and the Gough Street Property. Information in respect
of these two properties is included from 30 July 2021 onwards.

Rental Income: The Prospective Financial Statements assume annual rental income will be
received in accordance with current signed lease agreements for each currently leased space.
Several further assumptions are made in connection with the timing of vacancy, leasing up and
rent reviews during the forecast period based on the expectations of the Manager.

Property operating expenses are generally recoverable to the extent a property is tenanted,
with some exceptions specified in several semi-net / semi-gross leases. Approximately 78%
and 66% of total property operating expenses recorded in the statement of comprehensive
income are expected to be recoverable from tenants in the years ending 31 March 2022 and
31 March 2023 respectively.

The occupancy forecast for the Fund overall, rounded to two decimals places, is as follows:

As at date Occupancy Rate
1 April 2021 100.0%
31 March 2022 (Settlement Date) 98.7%
31 March 2023 99.5%

During the prospective periods presented, there are existing lease agreements expiring without
certainty of renewal at the date of this document representing annual revenue (inclusive of
estimated operating expenditure recoverable and lease incentives, but before fixed rental
growth adjustments) totalling $917,000 (6.7% of forecast rental income at Settlement Date,
annualised). These leases are generally expected to renew, or new leases signed in relation to
the occupied space, near their respective expiry dates. Whilst the Manager aims to lease up
space before it falls vacant, the prospective periods do allow for some temporary, immaterial
levels of vacancy prior to leasing up. See further notes below by property.
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Assumptions (continued)

(c)

Rental Income (continued): Rental income by property in the prospective periods has been
summarised below, exclusive of recoverable operating expenses and any other property-
related income, but inclusive of the impact of any adjustments related to NZ IFRS. Rental
income is only summarised from the date of acquisition where appropriate by property.
Several leases across the Property Portfolio have the potential to generate percentage rental
income, based on the moving annual turnover of the relevant tenant. A total percentage rental
income assumption has been made of $66,000 and $188,000 for the years ending 31 March
2022 and 2023 respectively across the Property Portfolio, included in the rental income

summary below:

2022 2023
Bethlehem Town Centre $4,240,000 $6,878,000
Sharpe Road Property $1,521,000 $1,645,000
Heretaunga Street West Property $- $1,619,000
Jamaica Drive Property $1,164,000 $1,150,000
Gough Street Property $462,000 $682,000
Vickerys Road Property $671,000 $683,000
Total $8,058,000 $12,657,000

Below is a summary of the key tenancies by building and the key assumptions that will impact
revenue during the prospective financial periods ending 31 March 2023.

Bethlehem Town Centre — Acquired 30 July 2021, total rental income for the year
ending 31 March 2023 is forecast to be 54.3% of rental income from Investment
Properties. The rental income from leasing the property is spread across
approximately 58 tenants. The largest tenants at the property, Countdown (General
Distributors Limited) and Kmart (Coles Group New Zealand Holdings Limited), are
considered material and presumed to generate base rental income (excluding
operating expenditure recovered, percentage rent and adjustments for NZ IFRS
purposes) of $1,116,000 and $1,051,000 respectively in the year to 31 March 2023. The
leases currently expire in December 2023 and March 2028, respectively. The leases
are semi-gross leases, with a fixed amount of rental income related to some property
operating expenditure. There is up to 791sgm of vacancy forecast in the prospective
periods across the property, varying over time.

Sharpe Road Property - Rental income for the year ending 31 March 2023 is forecast
to be 13.0% of rental income from Investment Properties. A sole tenant accounts for
the rental income from lease of the property. This tenant, Torpedo7 Limited, is
considered material and expected to generate rental income (excluding operating
expenditure recovered and adjustments for NZ IFRS purposes) of $1,645,000 in the
year to 31 March 2023, with a lease expiry of March 2026. The lease is net, with several
items of operating expenditure managed directly by the tenant. There is no forecast
vacancy in the prospective periods.

Heretaunga Street West Property — Due to be acquired 31 March 2022, rental income
for the year ending 31 March 2023 is forecast to be 12.8% of rental income from
Investment Properties. Two tenants account for the rental income from lease of the
property. The largest tenant, The Farmers Trading Company Limited, is considered
material and presumed to generate base rental income (excluding operating
expenditure recovered and adjustments for NZ IFRS purposes) of $1,585,000 in the
year to 31 March 2023. The lease is a gross lease (except for utilities), and currently
expires in July 2032. There is up to 187sgm of vacancy forecast across the
prospective periods related to an immaterial tenancy at the property.
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Assumptions (continued)

(c)

(d)

(e)

(f)

Rental Income (continued):

iv. Jamaica Drive Property - Rental income for the year ending 31 March 2023 is forecast
to be 9.1% of rental income from Investment Properties. Three tenants account for
rental income from lease of the property, with no tenant in isolation being considered
material to the Fund. One lease at the property is a gross lease, with rental income
including a fixed amount related to outgoings recoverable (except for water rates,
on-charged to the tenant). There is no forecast vacancy in the prospective periods.

V. Gough Street Property - Rental income for the year ending 31 March 2023 is forecast
to be 5.4% of rental income from Investment Properties. A sole tenant accounts for
the rental income from lease of the property. This tenant, HJ Asmuss & Co Limited,
is considered material and expected to generate rental income (excluding operating
expenditure recovered and adjustments for NZ IFRS purposes) of $627,000 in the
year to 31 March 2023, with a lease expiry of December 2029. The lease is fully net,
meaning all property operating expenditure is generally recoverable from the tenant.
There is no forecast vacancy in the prospective periods.

Vi. Vickerys Road Property - Rental income for the year ending 31 March 2023 is forecast
to be 5.4% of rental income from Investment Properties. A sole tenant accounts for
the rental income from lease of the property. This tenant, Euro Corporation Limited,
is considered material and expected to generate rental income (excluding operating
expenditure recovered and adjustments for NZ IFRS purposes) of $683,000 in the
year to 31 March 2023, with a lease expiry of August 2024. The lease is net, with
several items of operating expenditure managed directly by the tenant. There is no
forecast vacancy in the prospective periods.

Distributions: For the period to 31 July 2021, distributions of 5.80 cents per unit annualised are
forecast for units on issue up to 30 July 2021. For the period 1 August 2021 to 31 March 2023,
distributions of 6.00 cents per unit annualised are forecast (with new unitholders participating
in the offer eligible for distributions for the period from 1 April 2022). All gross distributions are
calculated as cents per issued unit. The policy is to declare the distribution on the last day of
the relevant month with payment on the 20 of the month following (or the next working day
if a weekend or public holiday).

Receipts from tenants and payments to suppliers: It has been assumed that virtually all
tenants pay their monthly rent and operating expenses in the month of invoicing. The Fund has
been assumed to pay most expenses in the month following invoicing. From time-to-time
performance fees payable to the Manager may be deferred until a later date if approved by
the Manager (typically paid in July each year when applicable).

Cash and Borrowings: It is assumed the Fund holds $9,000,000 of cash from 1 April 2022 on
30-day term deposit until it is deployed into additional Property Investments. It is assumed
that the balance reduces to $8,000,000 by 31 March 2023, no additional Property Investments
are acquired by 31 March 2023, and term deposits earn interest at 0.30% per annum.

The Fund transitioned from holding debt solely with the ASB Bank, to a syndicated funding
arrangement (the Banking Syndicate), in July 2021. The Banking Syndicate is led by ASB Bank,
who are the Arranger and Security Trustee of the Banking Syndicate. The funding facilities
committed by the Banking Syndicate to the Fund total $70,600,000, on the assumption that
the Fund provide first mortgage security in relation to the six properties noted in this document
(amongst other requirements). This total funding facility is an increase from the Fund’s previous
facility limit on 1 April 2021 of $23,100,000. The increase is primarily, but not solely, related to
the previous offer and the acquisition of the properties under that offer. No bank funding
increase is being sought associated with the Offer at this time.
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Assumptions (continued)

(f)

(g)

Cash and Borrowings (continued):

Total bank borrowings drawn will depend on the total equity the Fund raises through the Offer,
and the subsequent opportunities that may arise to purchase further Property Investments
(amongst other factors). Assuming 35,200,000 units are issued from the Offer, and no
additional Property Investments beyond the Acquisition Property are purchased, the total
bank borrowings drawn at Settlement Date will be $65,600,000 (30.0% of the Fund’s total
assets, or 32.2% of the latest independent valuation report held in relation to each property in
the Property Portfolio). Bank borrowings are forecast to remain constant during the year
ending 31 March 2023 at $65,600,000 (being 30.6% of the Fund’s total assets, or 32.2% of the
latest independent valuation report held in relation to each property in the Property Portfolio).

The unused bank facilities have been presumed to be unused but may be used in future in
conjunction with any surplus cash on hand to support either future Property Investments, or,
future capital expenditure requirements of the Fund. Additional equity may also be accepted
above the forecast equity raise amount to support such activity or reduce the Fund’s
borrowings. The Fund may also seek to increase its bank borrowing facilities to support future
Property Investments, or future capital expenditure requirements of the Fund at the relevant
time, in addition to utilising any surplus cash.

The expected funding facilities over time are summarised below:

Facility Facility Type Facility Facility Drawn as-at 31 March

Name Expiry Limit 2022 2023
Revolving | Revolving Credit | July 2024 | $5,000,000 $- $-
Tranche A | Term Loan July 2024 $11,550,000 $11,550,000 $11,550,000
Tranche B | Term Loan July 2025 $11,550,000 $11,550,000 $11,550,000
Tranche C | Term Loan July 2024 | $21,250,000 $21,250,000 $21,250,000
Tranche D | Term Loan July 2025 | $21,250,000 $21,250,000 $21,250,000
Total $70,600,000 $65,600,000 $65,600,000

All term loan facilities are extendible facilities, with the ability to extend the term by one year,
every year, subject to annual lender review and confirmation. There is an expectation that all
facilities will remain as non-current borrowings for the foreseeable future.

The funding facilities with the Banking Syndicate presume all conditions associated with the
agreements related to the Banking Syndicate facilities are fulfilled.

The following has been assumed in relation to the funding facilities:
i. No principal repayments are required during the term of the funding facilities.
ii. No recourse to investors; and

iii. Capital expenditure will be funded by the funding facilities to the extent that free cash
flows, or cash flows from capital raising activities, are not available to fund such
expenditure.

The funding facilities are to be always secured by first registered mortgages over each
property within the Property Portfolio, and a general security agreement over all present and
future acquired assets of the Fund.

Bank interest and other bank fees: The interest rates associated with the facilities are
primarily structured on a floating BKBM plus a bank margin. To hedge the risk on the floating
nature of the interest rate, the Fund enters interest rate swap agreements. As at the date of
the PDS, the Fund has entered swaps with a notional value of $46,000,000. The swap
agreements mature between March 2023 and November 2024. Coverage of bank borrowings
by swap agreements at Settlement Date is expected to be 70% of total borrowings drawn.
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Assumptions (continued)

(g)

(h)

Bank interest and other bank fees: (continued): The Fund currently intends to target entry
into further swap agreements to fix the interest rate for 70% of the Fund’s borrowings over
time (with the current expectation that this may vary between 60% and 85% of the Fund'’s
borrowings at a point in time).

Itis projected that the weighted average interest rate charged on all bank borrowings, including
the effect of interest rate swap arrangements but excluding the cost associated with the
revolving credit facility, will be 3.57% per annum for the year ending 31 March 2022 and 4.02%
per annum for the year ending 31 March 2023. The revolving credit facility incurs a line fee
charged on the total facility limit quarterly in arrears, which is excluded from the interest
assumption above but included in the total interest and finance charges in the prospective
financial information. The revolving credit facility is forecast to be utilised in the prospective
year ending 31 March 2023, with an interest rate assumed to be approximately 0.88% below
the prevailing interest rate applicable to the term loan facilities, plus a line fee. Interest rates
are inherently subject to regular fluctuation, and at a point in time may vary.

Other costs outside of the prospective effective average interest rate above will be incurred
in relation to the Banking Syndicate. These include:

i. One-off establishment fees for establishing the Banking Syndicate
ii. One-off fees associated with the establishment of new funding facilities
iii. An annual Facility Agent Fee and Security Trustee Fee; and

iv. An underwrite fee (charged on unutilised approved facility limits) and a ticking fee
(charged on undrawn loan facility limits).

All one-off establishment fees will be accounted for by amortising the fees over the initial
number of years until maturity of the applicable facility. The carrying value is included as an
offset within bank borrowings in the statement of financial position, given the accounting
policy for measurement of borrowings under the amortised cost method.

Other bank fees will be considered covered by the Fund Administration Fee charged to the
Fund by the Manager, and as such charged to the Manager as incurred.

Manager’s Fees: The Manager expects to charge fees, including but not limited to property
and fund management fees, fund administration fees, performance fees, property transaction
fees and leasing fees, in accordance with accounting policy (e). No property disposal fees are
forecast for the prospective periods presented.

The Manager’s Fund Administration Fees in the prospective financial periods to 31 March 2022
and 31 March 2023 are expected to be $120,000 and $222,000, respectively.

The Manager’s property transaction fees expected in the prospective financial periods are as
follows, including fees already incurred associated with properties acquired 30 July 2021.

2022 2023
Acquisition Fees $2,355,000 -
Property Project Fees $39,000 $49,000
Total Property Transaction Fees $2,394,000 $49,000

The Manager’s leasing fees in the prospective financial periods to 31 March 2022 and 31 March
2023 are $20,000 and $21,000 respectively. Whilst leasing fees are invoiced in full on
completion of a lease arrangement, the financial impact is amortised across the lease term.
Amounts included in the prospective financial information include the impact of amortisation
of leasing costs incurred on leases in current and previous years where relevant. The amount
forecast as invoiced by the Manager in each period is $44,000 and $23,000 respectively.
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(i)

(k)

Supervisor’s fees: The prospective financial periods include the following fees that the
Supervisor is entitled to:

i. an establishment fee for each additional real estate asset acquired by the Fund, with
this fee to be calculated on a time and attendance basis

ii. an annual base fee, as agreed between the Manager and Supervisor, based on the NAV
of the Fund. The fee is presumed to be the maximum amount chargeable per the Fund’s
Establishment Deed, being 5 basis points (0.05%) of the NAV of the Fund per annum.

Capital expenditure: Budgeted capital expenditure (excluding general property acquisition
costs, and fees payable to the Manager for property acquisition and project management) is
forecast as $885,000 and $1,494,000 for the years ending 31 March 2022 and 31 March 2023
respectively.

There are no individual capital expenditure projects planned that are considered material in
isolation. The Fund’s budgeted capital expenditure in the prospective financial periods is
based on:

i. estimates prepared by the Manager based on the Manager's historical experience in
carrying out works of a similar nature;

ii. a level of contingency or general allowance based on what the Manager considers to
be reasonable for projects or properties of a similar nature;

iii. in the case of tenancy fitouts, the Manager's best estimate, based on its experience,
of the likely cost. Capital expenditure requirements for tenancy fitouts are dependent
on the individual lease agreements of future tenants and are therefore difficult to
predict in advance. However, it should be noted that fixed price contracts are agreed
upon prior to the commencement of capital projects where possible and that where
the cost of fit out is greater than what is contractually agreed, this will likely be
reflected in increased rental income from the tenant.

Investment Property and Fair Value: The valuation of investment property includes the
following information derived from independent valuation reports:

Property Valuer Valuation as at Valuation
Bethlehem Town Centre | CBRE 31 December 2021 | $99,000,000
Sharpe Road Jones Lang LaSalle 16 December 2021 | $34,750,000
Heretaunga Street West | TelferYoung (Hawkes Bay) 9 November 2021 | $27,800,000
Jamaica Drive Bayleys Valuations 21 December 2021 | $17,600,000
Gough Street Bayleys Valuations 21 December 2021 | $13,100,000
Vickerys Road CBRE 9 December 2021 | $11,300,000

The valuation reports for all six properties consider a range of inputs and market evidence in
forming an opinion on value, but they are not prepared on the basis of material valuation
uncertainty. As a result of the potential impact of COVID-19, values may change more rapidly
than usual and there may be a greater range around the assumption of market value than would
normally be the case.

It is assumed that the fair value of the Property Portfolio at 31 March 2022 equals the above
values based on latest independent valuation received above. The value at 31 March 2023 is
deemed to be this value, plus capital expenditure forecast for each property in the year ending
31 March 2023 (including any capitalised Property Project Fees).

It has been assumed there will be no revaluation gains or losses in the fair value of any property
beyond those generated by the above valuations (deemed to equate to fair value at 31 March
2022). Future gains or losses beyond this date cannot be reliably predicted.
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(k)

Investment Property and Fair Value (continued):

A Detailed Seismic Assessment (DSA) has been undertaken on one of the property’s buildings,
and no further works are required to ensure that building is rated at least 100% NBS (New
Building Standard). However, the remainder of the buildings at the property have currently
only had an Initial Seismic Assessment (ISA) completed, which indicates these buildings are at
least 100% NBS (New Building Standard). The valuation of the Bethlehem Town Centre
includes a probability-based allowance for potential seismic works associated with these
buildings, with a present value of $2,141,000. If a Detailed Seismic Assessment (DSA) were
completed on each of these buildings, and no seismic works were considered necessary as a
result, the property valuation may be revised upwards by approximately $2,141,000. No
specific allowance has been made for capital expenditure related to seismic works in the
prospective financial information, on the assumption that:

- material seismic works will not be required; and

- a general allowance for capital expenditure has been made in the prospective financial
information, from which any immaterial seismic works may be funded.

Should additional works be required at the cost of the Fund, more than any existing capital
expenditure forecast for the Fund, bank borrowings and interest expense would increase from
that currently forecast.
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Assumptions (continued)

()

Investment Property and Fair Value (continued):

A summary of the movement in the carrying value of investment property is summarised below.

Carryin Purchase Capitalisation Other Fair value |Adjustments Carryin
ying Adjustments Valuation . of offer capitalised ! Valuation Adjustments ying
value price movement | movement value
expenses expenses
31 March 2021 Movement during year 31 March 2022
Bethlehem Town Centre - - -| $94,518,000 $3,298,000| $407,000 $644,000 $134,000 $99,000,000 ($134,000)| $98,866,000
Sharpe Road $29,850,000 - $29,850,000 - - $4,000 $4,895,000 - $34,750,000 -| $34,750,000
Heretaunga Street West = - -| $26,950,000 $582,000 - $268,000 - $27,800,000 -| $27,800,000
Jamaica Drive $17,054,000 $46,000 $17,100,000 - -| $200,000 $181,000 $119,000 $17,600,000 ($166,000) $17,434,000
Gough Street - - -| $13,100,000 $329,000 $108,000 ($478,000) $41,000 $13,100,000 ($41,000) $13,059,000
Vickerys Road $11,200,000 - $11,200,000 - -| $205,000 ($105,000) $11,300,000 - $11,300,000
Total $58,104,000 $46,000| $58,150,000 | $134,568,000| $4,209,000| $924,000| $5,405,000 $294,000| $203,550,000| ($340,000)| $203,210,000
. Capitalisation Other . . q
Canvne Adjustments| Valuation Purc.hase of offer capitalised Fair value | Adjustments Valuation |Adjustments Savne
value price movement | movement value
expenses expenses
31 March 2022 Movement during year 31 March 2023
Bethlehem Town Centre | $98,866,000 $134,000| $99,000,000 - - R - - ,000
Sharpe Road $34,750,000 - - - - - -
Heretaunga Street West $27,800,000 - - - - - ,000 - ,000
Jamaica Drive ,000 $17,600,000 - - - - 1 ,000
Gough Street $13,059,000 $41,000 $13,100,000 - - - - ($ i ,000
Vickerys Road $11,300,000 - $11,300,000 - - - - - 4,000
$203,550,000 ,000
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